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QUESTION 1:              Money and interest rates                                                     [15]                                                                                                                                                                        
 
1.1 Assume that the reserve requirement is 5%, the current repo rate is 7%, the maximum M3 money 
supply that can be created in the system is R200bn and the demand-for-money is expressed as: 
 i = 20 – 0.05Md. Determine the following.                                                                                       (4)    
 
Task Answer 
The money multiplier.  
Mo (monetary base).  
Total value of money demanded.  
What will the total value of money demanded be if the repo rate is increased 
to 8%. 
 
 
1.2 Assume that it is the aim of SARB to restrict the growth in credit creation in the money & financial 
markets. The SARB has decided to use its open-market transaction activities to achieve its aim. Explain 
how the SARB would implement this instrument, the impact on the market price of government bonds & 
on the yields of those government bonds and how the transmission mechanism will operate.        (6) 
 
Task Answer 
Action on open-market. 
 
 
 
Impact on market price & yields of government 
bonds. 
 
 
 
 
 
Transmission mechanism.  
 
 
 
1.3 Illustrate with a fully-annotated figure what will happen to the creation of credit money when the 
SARB decreases the repo rate. (Do all your explanations on the figure).                                      (5)  
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QUESTION 2:              INTERNATIONAL TRADE                                                        [25]                                                                                                                                                                            
 
2.1  Assume that country A and country B are both producing products X and Y. Assume that both 
countries have 500 hours per month available to produce the two kinds of goods. The maximum 
units of the two kinds of goods that country A can produce per month are respectively 2000 units 
of product X and 1000 units of product Y. The maximum units of the two kinds of products that 
country B can produce per month are respectively 1000 units of product X and 400 units of 
product Y. Complete the following table and answer the questions that follow.                       (12) 
 
Assume the following monthly production and consumption patterns (in units) before trade takes place. 
 
Country Product X Product Y 
A 1400 250 
B 200 50 
 
Assume that the price ratio is 1:1 and that the two countries would trade 300 units of product X for 300 
units of product Y.  
 
Calculate/determine the following:                                    
 
Country Hours taken to produce 1 unit of product 
X Y 
A   
B   
 
Calculate/determine the following:                                    
 
1. What is the opportunity cost for 1 unit of product X in country A?  
2. What is the opportunity cost for 1 unit of product X in country B?  
3. What is the opportunity cost for 1 unit of product Y in country A?  
4. What is the opportunity cost for 1 unit of product Y in country B?  
5. In which one of the two products should country A specialise?  
6. In which one of the two products should country B specialise?  
7. What is the new consumption pattern in country A?  
8. What are the gains of trade for country A?  
9. What is the new consumption pattern in country B?  
10. What are the gains of trade for country B?   
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2.2 Explain briefly the criteria that are normally applied if the aim of foreign investors  is either market  or 
resource seeking.                                                                                                                              (4) 
 
Market-seeking: 
 
 
 
 
 
Resource-seeking: 
 
 
 
 
 
 
2.3 Assume the following table and use the RCA-index to complete the table.                             (3) 
 
  Product X Product Y 
World exports $2000 trillion $50 trillion $10 trillion 
Country exports $20 trillion $5 trillion $1 trillion 
Country share of exports    
RCA index    
 
2.4     Assume that you are currently in New Zealand and that you want to spend 1000 New Zealand 
dollar (NZ-dollar) on All Black rugby supporter clothing. The current SA rand/US Dollar exchange 
rate is 12.65/1$ and the NZ-dollar/ US Dollar exchange rate is 2.50NZ-dollar/1$. Calculate the 
Rand equivalent for supporter clothing (show all your calculations).                                     (3) 
 
 
Calculations: 
 
 
 
 
 
Final Answer: 
 
 
  
2.5  Assume the following exchange rates: 
 
R12.65/1$ (SA rand/US dollar); £0.50/1$ (UK pound/US dollar); R19.25/1£ (SA rand/UK pound). 
 
You have R126 500 available to speculate with. Indicate how you will apply the principle of cross rate 
arbitrage in order to realise a profit (show all your calculations).                                                     (3) 
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QUESTION 3:                                GOVERNMENT                                                       [ 8]                                                                                                                                                                            
 
3.1 Expansionary fiscal policy increases aggregate demand and moves the budget towards a deficit. 
Assume the deficit spending of R200 billion is financed through borrowing. Use a loanable funds 
model and illustrate and analyse the impact of the expansionary fiscal policy on the rest of the 
economy.                                                                                                                                     (5) 
 
 
         
 
             
              6 
 
 
                              600                  700                  800                  900            
 
 
 
 
 
 
 
 
 
 
 
3.2 Name three sources available for the financing of a budget deficit and indicate their impact on 
the economy.                                     (3) 
 
a) 
b) 
c) 
R
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Quantity loanable funds (BILLIONS) 
8 
  10 
Slf 
Dlf 
private 
Discussion: 
a) Use the figure and adjust the loanable funds model to incorporate the demand of the government. 
Label the new curve clearly and indicate and label the new equilibrium values.                            (2) 
b) Provide a condensed discussion of the impact of the borrowing of the government on the interest 
rates, the quantity of the loanable funds and the impact on the private sector.                             (3) 
 
Legend: 
 Slf = Supply 
loanable funds 
Dlf = Demand 
loanable funds 
private sector 
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QUESTION 4:                                KEYNESIAN MODEL                                             [27] 
 
4.1 With the use of the three axes provided below, show graphically and clearly explain how 
excessive government spending will eventually lead to crowding out.  Clearly show the primary and the 
secondary effects on your graphs and explain fully.                                                                              (7)                                                                                                                
Hint: 
Fully label all your graphs and clearly indicate with the use of arrows all the necessary shifts in the 
graphs.  
 
 
 
 
 
 
 
 
 
                    
            
  
Keynesian Expenditure model 
 
 
 
 
 
 
 
 
 
 
 
 
 
PRIMARY EFFECT: 
 
 
 
 
 
 
 
 
 
 
 
SECONDARY EFFECT: 
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4.2  Use the table to answer the questions that follow:                                                                  (20) 
Period Real 
GDP 
C I G X- Z Aggregate Expenditure  
(see c) 
1 3000 2500 260 300 70  
2 3100 2580 260 300 70  
3 3200 2660 260 300 70  
4 3300 2740 260 300 70  
5 3400 2820 260 300 70  
 
Note that: 
Y = C + I + G + X – Z where 
C is Household Consumption, I is Investment, G is Government and X – Z is net exports.  
 
a) Determine the marginal propensity to consume. Use the following formula:                                    (1) 
ΔC / ΔGDP 
 
 
 
 
b) Determine the expenditure multiplier and the autonomous tax multiplier. Provide the equation in 
both cases.                   (4) 
Expenditure Multiplier: 
 
 
 
 Tax multiplier:  
 
                                                 
c) Use the information in the table and calculate the autonomous consumption expenditure.             (2)  
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d) Calculate the equilibrium income level in this economy.       (2) 
 
 
                                                                                                                                                                                           
e) Calculate the average percentage economic growth of this economy over the full time period, round 
it off to two decimal points.           (2) 
 
 
                                                                                                   
f) Is this an economy  that dissaves or saves? Motivate your answer by using empirical evidence.(1) 
 
 
 
g) Explain what policy response, as well as the amount, government can implement to help this 
economy reach equilibrium in period 5.  (Hint: include all calculations)                                         (5)                                  
           
  
 
 
 
 
 
 
 
i) Assume the government decides to introduce a tax rate of 10%. Calculate the impact of this tax 
burden on the economy, given the initial data as presented in the table and compare with the equilibrium 
income as calculated in (g).                                                                                                                 (3) 
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QUESTION 5:                                POLICY INTEGRATION                                           
 
5.1 Complete the following table to show the economic relationships when there is a  surplus on 
the current account of the balance of payments. Make a cross in the correct block concerning 
each of the variables underneath.                                                                              (6) 
   
i X = Z* X > Z X < Z 
 
ii Financial account deficit Financial account surplus 
 
Financial account 
unchanged 
iii Capital Inflow  
 
Capital Outflow Capital flow unchanged 
iv Interest rate increases 
 
Interest rate decreases Interest rate unchanged 
v Rand appreciates 
 
Rand depreciates Rand unchanged 
vi Investment increases 
 
Investment decreases Investment unchanged 
*Z = Imports 
 
5.2 An expansionary monetary policy is adopted by South African Reserve Bank in order to 
avoid a recession. Determine the direction of change in the international variables resulting 
from the  monetary or fiscal policy changes on money supply and interest rates, ceteris paribus. 
Mark the choice with an X.                       (7) 
 
 Variables Direction of Change 
i Money supply 
 
Increase Decrease No change 
ii Interest rates 
 
Increase Decrease No change 
iii Value of currency 
 
Appreciate Depreciate No change 
iv Quantity of exports 
 
Increase Decrease No change 
v Quantity of imports 
 
Increase Decrease No change 
vi BoP Trade balance Move towards 
surplus 
Move towards 
deficit 
No change 
vii BoP Capital account Move towards 
surplus 
Move towards 
deficit 
No change 
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5.3 Give an explanation for the difference between a short term and long term aggregate supply 
curve. Indicate the difference using a diagram.                                                              (4) 
 
 
Diagram: 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Explanation: 
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5.4 Explain the impact of an electricity shortage on the South African economy using an AD-AS 
model. Label all curves and show the direction of change clearly                               (8)        
                                       
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Explanation: 
Short term: 
 
 
 
 
 
 
Long term: 
 
 
 
 
 
P
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